2008/09

Second Quarter Report

SUMMARY OF MAJOR CHANGES
The district has completed its financial analysis for the second quarter of operation (July 1, 2008-December 31, 2008).  Enclosed in this document is a reporting for all of the funds the district maintains as authorized by the California Education Code.  The short description and analysis at the beginning of each fund report explains the purpose of the fund and recent financial trends that may have changed from the Adopted Budget.  Also included in this report is a supplemental information section that contains the State Quarterly Report (311Q) and Capital Projects Summary.  The analysis of the General Fund follows.

GENERAL FUND REVENUE

Revenue and Enrollment Assumptions 

Resident Enrollment

The colleges have submitted their first period (P-1) report to the state reflecting actual FTES achieved during the summer and fall quarters, with estimated FTES for the winter and spring quarters.  The report indicates that Credit Resident FTES is forecasted at 32,676, compared to our recalculated budget of 32,865, and that Non-Credit Resident FTES has grown and will come in at 557, or 71 over our recalculated budget.  We have revised our revenue projections to reflect these changes, which resulted in a reduction to our State Apportionment revenue of approximately $497,000 (see Table 1). 

Job Corps

For a number of years, De Anza has hosted the Job Corps program to conduct job training throughout California.  As a result of the college’s recent review, the manner in which this program worked through the college is being discontinued.  Consequently, De Anza will lose the FTES associated with Job Corps in the winter and spring quarters, and in subsequent years.  It is fortunate that there is sufficient on-campus demand for classes at De Anza that any FTES loss associated with Job Corps can now be absorbed by on-campus demand. With this change in how the Job Corps program is operated, there will be a corresponding reduction in expense of approximately $1 million that otherwise would have been paid to the program contractor, reflecting savings for the remainder of the 08/09 fiscal year.  We have revised our expense projections to reflect these changes.

Non-Resident Enrollment

Non-resident FTES is forecast to exceed budget by 106, which will represent an increase in revenue of $880,080 (see Table 1).  There are additional recruiting expenses associated with this growth as noted in the expense analysis below.
Property Tax Backfill 

In March 2008, a state property tax shortfall emerged, resulting in a $92 million loss of revenue to the California community colleges.  For Foothill-De Anza, this resulted in a shortfall of approximately $2.6 million.  Although the governor's May revision proposed a partial ($75 million) backfill for this property tax shortfall, we presented the district’s 2008/09 budget to the Board of Trustees for adoption without this backfill because we could not be certain it would come to pass.  Now that it has, starting in October 2008, the state has begun funding this property tax backfill, which will help us on a one-time basis for 2008/09.

Prior Year Adjustment
At our Adopted Budget, we reported that we might have to make some adjustments to our final 07/08 revenue.  The state cannot finalize prior year apportionment revenue until January of the next year, as that is when both final property tax revenues and final college FTES reports are certified.  As a result of this recalculation for the 07/08 year, the district will receive an additional $800,000 due to increased funding for growth in 07/08.  Although we revised our projections for this additional revenue, this number represents an estimate only as the final recalculation has not been officially published at the time our second quarter report was printed.  
Mid-Year Apportionment Deferral

The governor and legislature’s decision to defer payments of general apportionment for six months (July through September, as well as January, February and June, should the latest version of the governor’s 08/09 budget come to pass) will mean a loss of interest income of nearly $500,000.  Such a late and unexpected decision will function in a similar way as a cut to our apportionment in fiscal year 08/09.  We have revised our revenue to reflect this anticipated revenue reduction.

Mid Year Cuts

There is no news at this time regarding 08/09 reductions to state apportionment.

Productivity (WSCH/FTEF Ratio) 

As stated earlier, the colleges are forecasting that they will meet their FTES goals for 08/09.  One of the results of increased student demand and careful enrollment management is that the WSCH/FTEF (productivity) is expected to increase over the budgeted ratio of 535.  This may result in fewer part-time teaching dollars being used to generate FTES and will result in savings to the budget. 

GENERAL FUND EXPENSE

Certificated Salaries

Our projections vary from Revised Budget by nearly $482,000.  This net variance represents some savings from unfilled positions but is offset by the increased cost in the part-time faculty accounts, which were necessary to achieve the higher FTES level (net savings of $382,000).  In addition, we will not have to use all of the personnel contingency funds budgeted for 08/09, which will result in a savings of approximately $100,000.

As in prior years, any float from vacant faculty positions will be used to hire part-time faculty and the remainder of unused funds, if any, will revert to the unrestricted fund balance.

Classified Salaries

The projected net variance under budget of $1.5 million is mainly due to float generated from positions held vacant as well as deliberate reduced spending on salaries for casual and student employees in order to maximize the colleges and Central Services’ ending fund balance carryover.  As we have done in the past few years, any float generated from unfilled classified positions will be distributed to the colleges as one-time B budget monies.

Benefits

The management of the fringe benefit program as a self-insured program always brings an element of uncertainty to the budget compared to a fully insured program.  An analysis of actual expenses for the first six months of 08/09 indicates that there may be a saving of about $1 million in 08/09.  This savings is due in part to the actual experience, especially among the retiree group, but is also due to the higher number of vacancies being held open during 08/09 in preparation for the budget reductions imminent in 09/10 and subsequent years.  These expenses will continue to be monitored closely as they can change quickly as a result of only a few cases of illness or injury amongst the active and retired employees.  We have reflected these projected savings of $1million in our Internal Service Fund (Fund 61).

Supplies

At this time we are not estimating any changes in this expense category. 

Operating Expenses

We are currently projecting that there will be $11.2 million unspent in this category, mostly from 07/08 carryover funds as follows:

· Due to our growing deficit and the uncertain fiscal situation at the state level we slowed down spending in order to generate savings.  We are anticipating a projected carryover (as of June 30, 2009) of:

· $2.6 million of restricted B budget funds at Foothill College

· $5.1 million of restricted B budget funds at De Anza College

· $2.2 million of restricted B budget funds at Central Services

These funds, totaling approximately $9.9 million, originally expected to be carried over for a period of three years with the intent of funding student enrollment initiatives, professional development for faculty and staff, and providing capital subsidy of Measure C projects, may need to be used to offset a district operating deficit in fiscal year 09/10 and beyond.
· In addition, there will be a $1.3 million restricted district-wide carryover, which includes remaining funds for EIS backfill (original amount $1.7 million).

· We will end the year with the Board of Trustees Stability Funding ($600,000) intact. 

· We are adjusting our utilities projections downward to reflect favorable energy rates, resulting in a projected net savings of $164,000 in fiscal year 08/09.

· We are also adjusting our projections for the International Student Program to reflect additional costs ($200,000) associated with recruitment of new students (see Non-Resident Enrollment above).

Transfers and Other

We are still projecting to transfer in projected $1.5 million from the Internal Service Fund (Fund 61) to offset the increased costs of our health benefits plan in fiscal year 08/09. 

Fund Balance 

The net change to fund balance is the result of the combination of increases and decreases to revenue and expenses as explained in each line item noted above.

As a result of the impending budget reductions in 09/10 and 10/11, all departments are trying to save as much money as possible to be used in the next one to two years to delay the pain of ongoing reductions.  As a result of this kind of spending slowdown, it is expected that the ending fund balance will increase for June 30, 2009 as “savings” accounts are bolstered to anticipate the gloomy operating budget decreases coming in the next two years.

Based on all the assumptions of revenue and expenses, the 08/09 Adopted Budget is forecast to have an ongoing structural deficit of approximately $6.5 million, with an excess of projected expenses over projected revenue (see Tables 2 and 3).  Currently, we are planning to use one-time funds to balance the budget in fiscal year 08/09 as follows:

· $2.2 million from the 07/08 unrestricted ending fund balance

· $1.5 million from the transfer-in from our Internal Service Fund (Fund 61) (use of funds from medical savings generated in prior years)

· $2.8 million (est.) from recovery of property tax backfill and 07/08 revenue recalculation provided in governor’s budget

This will leave approximately $1.6 million in unrestricted funds available to offset the 09/10 deficit (one-time).

As indicated above, we are also currently projecting approximately $9.9 million in restricted colleges and Central Services carryover, which we plan on using to offset some of the fiscal year 09/10 deficit while implementing structural corrections.  If 08/09 mid-year cuts were to be imposed, we will be forced to draw upon these savings much sooner to get us through this fiscal year.

We will keep the Board informed of important developments affecting reserves as the year progresses.
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